CITY OF

LONGBEACH

Memorandum

Date:  July 14, 2020

To: Thomas B. Modica, City Manager ’7-—_/6&//
From: Robert Dowell, Director of Energy Resources?@
For: Mayor and Members of the City Council

Subject: Response on the Potential Bankruptcy by California Resources Corporation —
June 16, 2020 City Council Meeting, Iltem NB 18

At its June 16, 2020 meeting, the City Council requested the City Manager to report back on
the impact to the City of Long Beach (City) of a potential bankruptcy filing by its oil contractor
California Resources Corporation (CRC). The City Council requested information in five key
areas:

1. The City’s plans to manage CRC’s potential bankruptcy filing.

2. Unfunded liabilities if the field contractor dissolves and potential impacts to Tidelands
and Upland funded projects and initiatives.

3. Report on oil revenues to the City’'s individual funds, revenues, and reserves for the last
three fiscal years.

4. Inventory of public expenditures from oil revenues in the Tidelands zone and projects at
risk if CRC files for bankruptcy or because of the current low oil prices.

5. Inventory of the offshore THUMS oil islands and Tidelands onshore infrastructure and
facilities.

In these unprecedented times, oil prices have experienced lows not seen in over 20 years.
While oil prices have recently rebounded, the volatile oil prices have placed the City's
contractor, CRC, into a financial situation where their only recourse may be to declare financial
bankruptcy. CRC is a publicly traded company and, thus, is prohibited from discussing this
matter with the City. Regardless of the status of CRC, the City will continue to invest in
operations that will protect the environment, ensure the safety of workers, ensure meeting
regulatory obligations, and maintain critical infrastructure. The City will also continue to
manage subsidence and monitor ground elevations.

INTRODUCTION

The City, through its Energy Resources Department (ER), manages oil and gas assets located
within the Wilmington Qil Field. The majority of the Wilmington Oil Field resides in the State of
California (State) Tidelands and is comprised of the Long Beach Unit (LBU) and the West
Wilmington operations (Figure 1). The State granted the tidelands to the City in the early 1900s
for development and the City, therefore, became the trustee for the State in the Wilmington Oil
Field when it was discovered in the early 1930s.
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Figure 1
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ER'’s staff oversees oil production from the Wilmington Oil Field, which currently exceeds 9
million barrels per year, and the management of approximately 2,000 active producing and
injection wells. As the operator of the Wilmington Qil Field, ER works closely with its contractor,
CRC, the California State Lands Commission (SLC), the California Department of
Conservation's Division of Geologic Energy Management (CalGEM), and, on occasion, the
California Coastal Commission (CCC).

ER also works closely with the City's Financial Management Department to develop revenue
projections from oil operations that are factored into the City’s budget. The revenue projections
are highly dependent on the price of oil, and, to a lesser extent, the level of activities taking
place in the oil field. Other than paying staff expenses and determining how much net revenue
should be reserved for future well and facility abandonment, ER does not manage how the oil
revenue profit is invested throughout the City.

City’s Plan to Manage CRC’s Potential Bankruptcy Filing

There are many agreements, contracts and State legislative actions that determine how the
Wilmington Oil Field is operated. Legislative actions designated the City as trustee for the
State in the Long Beach Tidelands, established the City the responsible party to manage
subsidence and determined how the State's revenues are distributed. The Unit Agreements
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established the City as the Unit Operator and unitized the Wilmington Oil Field to allow for the
management of subsidence. The City has a contractor's agreement with CRC for both the LBU
and West Wilmington oil operations.

CRC is more than just the City’'s contractor; they are also a partner in operating the Wilmington
Oil Field. The State and City review and approve all major investments and the THUMS
operating budget is also approved each year by the public partners. The State and City are
carried working interest owners, which means that CRC will carry any negative cash flow from
the operations. In return, CRC is allowed a percentage of the profits from the operation of the
oil field. This arrangement insulates the State and City from the financial risk and volatility of
investing in oil operations.

The COVID-19 pandemic and the subsequent drop in demand for oil have led to a very volatile
oil price market. In April of this year, oil prices traded below zero for the first time in history.
The market price volatility has placed CRC into a financial situation where their only recourse
may be to declare bankruptcy. The staff speculates that if CRC were to declare bankruptcy, it
would seek relief from their debtors through a debt restructuring effort, not by liquidating the
company. This would be a Chapter 11 bankruptcy where the goal would be to remain in
operation while CRC restructured its debt. Other than some possible organizational
restructuring, we do not anticipate any significant changes to how they currently operate for the
City. It is ER’'s recommendation that the City continues to work with CRC and not terminate
the contract if they choose to file for bankruptcy.

Unfunded Liabilities if the Field Contractor Dissolves and Potential Impacts to Tidelands
and Upland Funded Projects and initiatives

Being a prudent operator of oil production involves the responsibility for abandoning wells and
associated facilities no longer in use. The City and CRC adhere to CalGEM's regulations that
require eliminating a percentage of long-term idle wells on an annual basis. However, CRC
has a limited abandonment liability in the Wilmington Qil Field. The State and City are
responsible for the majority of the abandonment expense and the cost to abandon wells each
year reduces the net oil revenue that the State and City receive. CRC's abandonment liability
in the Wilmington Oil Field is estimated to be $61 million. There is no contractual requirement
for CRC to disclose to the City how it will fund their abandonment liability. Oil companies similar
to CRC have a diverse portfolio of assets that can fund abandonments. A new State law will
soon require bonding for the cost to abandon offshore oil and gas assets in California State
Waters by operators such as CRC. By comparison, the State has an estimated abandonment
liability of $902 million and the City an estimated abandonment liability of $141 million for the
oil operations located in the Wilmington Qil Field.

The City currently has a reserve of $34.0 million in the Tidelands Fund and another $9.3 million
in the Uplands Oil Fund to cover future abandonment costs. However, the City’s expected
future abandonment needs are far exceed the current set aside amounts with approximately
$85 million in unfunded abandonment costs remaining for Tidelands operations and $13 million
remaining in Uplands operations. The City has recently been funding this unfunded liability at
approximately $6.0 million a year from Tidelands revenues and $1.3 million a year from






